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Important of Framework 


= If no conceptual framework existed, then it is more likely that accounting 
Standards would be produced on a haphazard basis as particular issues 
and circumstances arose. 


= These accounting standards might be inconsistent with one another, or 
perhaps even contradictory 


= |t also acts as a reference point for the preparers of financial statements If 
there is no adequate accounting standard 


= To help standard setters when developing new standards 


= To assist auditors 


Think Ahead 
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Objective of Financial Reporting 


The objective of financial reporting is to provide information to 

e existing and potential investors, 

¢ lenders and 

e other creditors 

which helps them when making decisions about providing resources to an entity. 


Underlying / tj 
= Framework identifies going concern as the underlying assumption governing 
the preparation of financial statements. 
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eo Qualitative Characterstics 


Relevance 

= Information is relevant if it will impact decisions made by its 
users. 

= Relevance is supported by materiality considerations 


Fundamental 


Characteristics Faithful Reoresentation 


= Complete 
Neutral 
Free from error 


Comparability 
Enhancing Verifiability 
Characteristic Timeliness 
Understandability 





Note: It is important that the costs incurred in reporting financial information are justified by the 
benefits that the information brings to its users. 
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Elements in the Financial Statements 


According to the Framework, there are five elements of financial 
statements: 


= Assets - resources controlled by an entity from a past event that will lead 
to a probable inflow of economic benefits. 


= Liabilities - obligations of an entity arising from a past event that will lead 
to a probable outflow of economic resources. 


= Equity - the residual net assets of an entity after deducting its liabilities 
= Income - increases in economic benefits during the accounting period 
= Expense - decreases in economic benefits during the accounting period. 
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ACCA bes 
nan Recognition and Measurement 


= As per Framework an item should be recognised in the financial statements if: 
= it meets the definition of an element 
= itis probable that future economic benefits will flow to or from the entity 
= the item can be measured reliably 


= Measurement is the process of determining the amount at which the elements 
should be recognised 


=" Historical cost 
= Current cost 

= Realisable value 
= Present value 
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Proposed Solution 


Objectives and qualitative characteristics 


In the Exposure Draft, the Board proposes to amend the Framework in order to 


= Reintroduce the concept of prudence (the exercise of caution when making 


judgements) and to stress its importance in relation to the faithful representation 
of financial information. 
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Proposed Solution 


Definitions of assets and liabilities 
The Exposure Draft proposes the following definitions: 


= Asset- a present economic resource controlled by the entity as a result of past 
events 


= Liability - a present obligation of the entity to transfer an economic resource as a 
result of past events 


= Economic resource - aright that has the potential of producing economic 
benefits 


= Equity - These differ from current definitions of assets and liabilities, which 
State that inflows or outflows of economic benefits should be probable. 
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Proposed Solution 


Recognition Criteria 


It is proposed that an element would be recognised if recognition provides: 
= relevant information about the element 
= a faithful representation of the element 


= benefits to the users of the financial information that outweighs the cost of 
preparation. 


Derecognition 
= The existing Framework does not address derecognition. 


= The Exposure Draft has provided guidance to ensure an entity provides a faithful 
representation of assets or liabilities retained after the transaction. 
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oa Proposed Solution 


Measurement 


The Exposure Draft outlines two broad ways of measuring the elements: 
= Historical cost 


= Current value 


The Exposure Draft proposes guidance on the factors to consider when selecting a 
measurement basis. 
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